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TAGS: ECON, ETRD, US, EEC 

SUBJECT:EC CIGARETTE EXCISE TAX HARMONIZATION 
REF: BREMEN A-72 

1. REFERENCE AIRGRAM REPORTING FRG PLAN TO MOVE 
TOWARD AD VALOREM TAX STRUCTURE APPEARS TO INDICATE 
SIGNIFICANT DEPARTURE FROM WHAT WE UNDERSTOOD TO BE 
W. GERMAN POSITION WITH REGARD TO EC TAX HARMONIZATION. 
MOREOVER, 40 AND 50 PERCENT AD VAL COMPONENTS CONTEMPLATED 
BY FRG APPARENTLY ARE EXCLUSIVE OF VAT WHICH FRG ALSO 
PLANS TO INCREASE IN JANUARY 1977 AND WHICH EXACERBATES 
MULTIPLIER EFFECT OF AD VAL TAX COMPONENT. 

2. GERMAN CIGARETTE INDUSTRY AND INDUSTRIES IN ALL EC 
MEMBERS EXCEPT FRANCE AND ITALY ARE ON RECORD STRONGLY 
OPPOSING FURTHER REDUCTION IN 75 PERCENT SPECIFIC 
COMPONENT PERMITTED UNDER FIRST STAGE HARMONIZATION 
DIRECTIVE. WE UNDERSTOOD THAT THEIR GOVERNMENTS FULLY 
SUPPORTED THEIR POSITION WHICH IS COMPATIBLE WITH U.S. 

TOBACCO TRADE INTERESTS, AS IS THEIR CONSENUS THAT 

VAT SHOULD BE INCLUDED AS PART OF THE AD VAL COMPONENT 
PROVIDED FOR IN SUBSEQUENT HARMONIZATION DIRECTIVES. 
MEMBERS' OPPOSITION TO FURTHER REDUCTION OF SPECIFIC 
COMPONENT HAS RESULTED IN TWO POSTPONEMENTS OF SECOND 
STAGE DIRECTIVE. 

3. THE USG AND US TOBACCO INTERESTS WOULD REGARD AN 
EC TAX STRUCTURE CONTAINING AN AD VAL COMPONENT OF 
MORE THAN 25 PERCENT INCLUDING VAT AS 
ADVERSELY AFFECTING U.S. TOBACCO TRADE AND 
HAVE STRESSED THIS VIEW TO THE COMMISSION AND TO 

MEMBER GOVERNMENTS (AND INDUSTRIES) ON NUMEROUS OCCASIONS. 
THE COMMISSION HAS ASSURED THAT FINAL HARMONIZED 
EXCISE TAX STRUCTURE WOULD BE NEUTRAL, BALANCED AND 
REASONABLE FOR ALL INTERESTS, INCLUDING THE U.S. 

4. ACTION REQUESTED: (A) DETERMINE IF THE PROPOSED 
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CHANGE IN THE GERMAN TAX STRUCTURE INDICATES THE 
IMPLEMENTATION DATE AND SPECIFIC COMPONENT OF THE SECOND 
STAGE OF THE EC TAX HARMONIZATION SCHEME, I.E., 

JANUARY 1, 1977 AND 60 PERCENT. 

(B) DETERMINE IF VAT IS TO BE ADDITIONAL TO AD VAL 

EXCISE TAX COMPONENT IN GERMAN TAX AND IN SECOND STAGE 

SCHEME. 
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(C) IF (A) AND (B) DO INDICATE IMPLEMENTATION DATE 
AND STRUCTURE OF SECOND STAGE DETERMINE IF THIS MEANS 
THAT INDUSTRY POSITIONS HAVE CHANGES WITH REGARD TO 
FURTHER REDUCING THE SPECIFIC COMPONENT. 

CD) FOR LONDON: PLEASE PROVIDE UPDATED REPORT OF VIEWS 
OF HMG AND BRITISH INDUSTRY ON HARMONIZATION ISSUE. INGERSOLL 
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